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F. Stnffyhould iile a ftrthrrwicw of the PGA mcchoNsm ' with the Commission by 
Daccnmba 1.2001. 

t 
staffbehtvcs tu ofthcseraxmma& 'om will enhance tole PGA mechanism 

wtrrkmsiniagltbc fegtunsof t&e mbchanramr ' thst have m& it successful to this paint: Staff 

ORIGINATOR: Robert Gray 

-_ . , 



1 Sm-wx C'arporatioa. E h q y  %'a, Gnrbam Coitnty Utilities. and Southwest Gars are engaged in 4 

I7 2 Corn njssion I khm No. 6 1225 (October 30, 1998) r q u i d  that "Staff review and 

rthm rwcnry-fw nmths of drc date of this order. 

3. On Si ptanbex 6, 2OOO. Staff filed its Staff Report an the Ratling Average PGA 

cc -+I 4 Thc Staf€Rcpcwt contains Staffs analysis of the June 1999 - September 2000 rxpetience 

with the 12 month rolling average PGA mechanism as well as S W s  recmcndations regarding the 

PGA mechanism. 

5 To summarize Staffs findings, the PGA mechanism is performing as it was expected 

t i ,  and there do not appear to be any major probltms with it. The mechanism allows the PGA rate to 

&Just over rime to reflect the changes in the price of naturai gas, whiie minimizing to the extent 

polisthle the sudden swings in the PG.4 rate applied to customers' monthly bills. 
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I 3. LDCs aKMlM usle a lag lirat is slxwter lhan two months, when feasible. Staff wiif 
work taritb CBCb WDC tu identify tiK: sttortcst fessibk lag for that LDC. Staff will 
1hm SeLd a lewct to a s h  LDC, idmtifjhg the lag to be used by that LDC. Any 
tiitwe cbaagco in the 1% period should be sppnrved by Staft 

D. E x h  LDC shouki pwvide tariff sbcets, con~khhg t' re updated PGA rate, to tbe Staff 
at cast five working days prior to the first day oft le montb in which the PGA rate 
mi .I be applied to customers. The monthly f f i ~ i  report. containing PGA bank 
bianee accounting, SSIRJ infmation, purchase iirJoiccs, etc. may be provided to 
Staff with &e end of the month filung or scp8l'dtely. Staff should work with each 
LDC to set up the necessary reporting procedures. 

E. The Commission should establish a process to review the appropnateness of gas 
procurement activities. Staff should hold discussions with the LDCs md other 
interested psrties and submit a formal g;rs procwement review process to the 
Commission for approvaf by June I ,  2 0 1 .  

F. Staff should file a further review of the PGA mechanism with the Commission by 
December 1,2001. 

Decision No. 
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I ntraduetiooa 

.A reryiew of the i:ml monthly PGA rates is hclphrl in ssessi.tg the usefulness of the 
rotimg avmgc PG.4 rnt hanina Appendix 6M: shows the monthly 'GA rates rm<t contains 
p p h s  showins tho mow irly movLmmt of thc PGA rate. In general thw: was littlc movement ~n 
the PGA mts  though the last half of 1999, reflecting the rclativc stabi Ity of natural gas pnccs 
dunng ahat timeframe. Begtnning around Jsmuq, 2OOO the PGA rates started to move up. 
reflecting the concwrent n e  rn natura) gas pnclw. 'ihis rise aecclcratect in the spring and camcd 
on through &e summer. Most of the 1,RCs have PGA rates in August'Scptember 2000 which are 
SO 05-50 Q?: thm higher than the PGA rates which were effective in rhc. fall of 1999. Uecawe 
the current runup tn n a m i  gas pnces has ken  so swift md large (Appendix Two documents the 
nsmg cast of catutal gas), a number of the LDCs have hit the $0.07 (natural gas) or $0.12 
(propannci per therm cap on rfie PGA rate. Because of the severity of the natural gas price 
increase. the rise in the PGA rates has not fulfy kept pace, due to the PGA rate reflecting a 12 
month average for natural gas costs. However, the gradual rise in the PGA rate does seem to be 
A rewxible: balancing of the goals of reflecting the changing cost of natural gas and greater 
3r:ce ~ f ~ r ' i ~ l i t ) ,  Staff belleves that the PGA rate, as calculated under the new PGA mechanism. I C  

i 



The 30.07 and SO E2 per tbtrnn brurds appear to be functioning as iritrmdcd The question 
IS *hcther &he bands sho dd be adjusted to allow more or l tss  flexibility in the movement of the 
K A  rate 1Vmt &e cu mt f f iA  mcchmsm was implcramted, all the parties realized that the 
$0.07 and %LIZ pn &cam band fercls were arbilnrily set and at a hturc time tt might be 
beneficia$ to adjust these 'Y& in the 6 ~ n t n  At the May 26' PGA Review Workshop a number 
of partm cxprcssed. an trL crest in lmrmng up the bands or eiiminatb~g them altogether. Staff 
believes that rttmtion of : ie banding is  useful in addressing the god of pr ice stability. However, 
St;3rJfbtlrevcs that xrmc I d n g  of the banding could lake place withot t smnficing the overall 
3031 of pnct  stability. Sr rffbulteves that the bands d ~ ~ u l r i  be extended o $0.10 per therm for 
nan~tal tips Lz)(c:s and SO 16 per them for pmpm LDCs. 

Bank Balance Thresbotds 

Dssion So. 61225 crated bank balance thresholds for all the LDCs. When the bank 
balmnce threshold was met or exceeded, either with an overcollection or an undercollection, the 
LDC IS required to take one of the following actions: 

i 
B3nk Ratancc Exhtbrts that illustrate that the threshold has been exceeded, OR 

Fife for a PGA rate adjustment within 1.5 day5 of completing the Monthly 

7 .. 
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that time. 

Contact StxT to discuss why a PGX rate ,3djustment is not necessary at 

I i  O p ~ w  2 is choscn, tht: Company should immediately contact Staff to discuss 
the rsasont s) why PGh rate adjustment IS not wcessary and provide Staff with 
v.nt:sn documentation supporting such position. If Staff agrees that a filing is riot 
neccjsar]l., the Utilities Diuiston Director will notify the L.DC in writing of such 3 
I;.ndmy and will identify m y  M e r  conditions. if the LDC does not receive such 

letter within 30 days of the bank balance threshold being exceeded, the r_DC 
must tile for a PGA rate adjusmeat within 45 days of the threshold being 
W333hi. 

The pupast' of the bank balance threshold is to force the LDC to take action if its PGA 
bank b3l;mce becomes higkly o v a  or urrder collected. The PGA bank balance thresholds 
are sbul n m the table bebw. 

Due to h e  large increase in nanual gas prictq a number of the LDCs have hit their bank balance 
triggers. Thr bank balar :e tri r seen% to be working as it was intended. Staff is not ;ware of 
any mues c t  concerns regarding the bank balance threshold levels and, therefore, does not 
recormend m y  chanye i t  them. 

Lag Between illontf>fj, Gas Purchases and Reflection 01 Purchases in the 
Monehly PGA Rate 

Wrth the I:! month rolling average PGA mechanism there is a lag between when the 
natural gas is purchased and when it is actually reflected in the monthly PCA rate. This lag IS 
necessary to provide the LDC time to receive invoices from its suppliers and calculate the 
monthly PGA rate using actual historical data. Decision No. 61225 requires that there be no 
more than a two month lag. meaning that the PGA rate for March 2000 must reflect gas cost 
information Erom February 1999 - January 2000 or more recent information. Most LDCs have 
used the two month lag, ahthough, in the summer of2000, Duncan Rural Services shortened the 
lag I t  uses At the May 24,1000 meeting. il number of parties expressed an interest in shortening 
the iimc Lag that is used. In general it is beneficial to use as short a time lag as possible, because 
the shortcr the lag rht  more yutckly changing natural g a ~  prices will be reflected in the rnonthl) 
pG.4 rate % M e  Staff has attempted to maintain a standard PGA mechanism for all the LDCs. 

3 



Swcrad parties svc raise4 the gucstion of whether the 3 montt. commcrcial paper rate is 
ti.& rnm appmpnate inkrest mw to apply tu the PGA bank balance. W t d e  there 3sf: a number of 
other ulrctcR mtcs which could h applied to the FCA bank balance, the 3 month commercial 
paper me warp to have worked wcfi since JWE 1999 and no parry has raised a compelling 
rciison as to why another rate should be used. It is Staffs opinbn that the 3 month commercial 
paper rate shautd continue to be applied to the PGA bank balance. 

Keporting of f f i A  lnfotrnatioa to ACC Staff 

Decision KO. tit225 identifies a number of reporting requirements related to the PGA 
mechanism It  appears that clarification in several areas is necessary. Each LDC should provide 
tmff shcets. containing the updated PGA rate, to the Staff at least five working days prior to the 

4 



Furtber Review of the PGA Mechanism 

For most LDCs the new PGA mechanism ba brm qmational fur approximately a year. 
The plist year has providtd valuable expmknce with the mechanism. However, given the 12 
month cycle 4 by the mexttanism, it =qui= a sizable period of time after implementation to 
more thom&ly observe the new PCA mechanism and its effects. During the discussions with 
the LDCs and interegtcd Parties, a suggestion was made that a Mher review of the new PGA 
mechanism be un&ertakftr in 9 firtun, when the mechanism has been in place longer. Given 
the importance of the PGA mechanism 9md the reiatively short time it ha been operational, a 
further review of the PGA mechanism in the futun would be beneficial. Staff should file a 
further r e ~ W  of the PGA mechanism with the Commission by December 1,2001. This would 
provide approximately two and B balf ycars cxperimcc with the mechanism, including another 
hll winter and summer cycle. The impacts of the present increase in natural gas prices on the 
PGA mechanism could be studied as part of such a review. 
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6. %at€ should file ;L ibrther review of the POA m-m wizfi the Commission by 
Lkwrnhr 1,2001. 

6 



.. 

Appendix One 
Monthly Rolling Average PGA Rate 

BMG - BMG - Energy West 
Cave Creek Page Broken &ow 

Juri-99 
JuI-99 

Aug-99 
seps 
oct-99 
NOV-99 
Dec-99 
Jan-00 
FeMH) 
m-00 
APr-00 
May-OO 
Jun-00 
JuI-00 

Aarg-00 
sepoo 

-$a0342 
-$0.0418 
-w.w48 
-$0.0440 
-sco.0421 
-$o.0418 
-$a0403 
-$0.0352 
-$0.0355 
-$0.0215 
-so 0071 
$O.a048 
sO.0222 
$0.0274 
fiO.0260 

40.0593 
-$0.0394 
-sa0248 
-90.0107 
$0.0087 
$0.0601 
$0.0587 
50.089!5 

-$0.0393 
-$0.0457 
-$O.m5 
45.0579 
-$0.0588 
40.0520 
-$0.0518 
-M.0432 
-$0.0352 
-$0.0281 
-$0.0355 
-$0.0222 
4x3.0234 
$0.0140 
$0.01 79 
$0.021 1 

-$0.0172 
-$0.0105 
-$0.0074 
$0.0069 
$0.0130 
$0.01 74 
$0.0306 
$0.0403 
$0.0465 
$0.0506 

-$O. 13551 
-$o. 12956 
-$O. 1 2559 
-$0.11168 
-$0.09325 
40.09852 
-$0.06551 
-$O.OciSSl 
-$0.06551 
-$0.06551 

-$0.0452 
-$0.0360 
-$0.0152 
40.0138 
-$O.ooSl 
-so .0260 
-$0.0450 
-$0.0597 
-$0.0496 
-$0.0349 

-$0.01121 
-$O.O1101 
-$0.01081 
-$0.00591 
-$0.00501 
$0.00359 
$0.02169 
$0.03029 
$0.02759 
$0.03209 

Citizens + Cttrzens - 
NAGD SantaCruz Duncan Graham SW Gas 
-$O.OOol $0.0517 -$O 01660 $0 00908 
-$0.0014 . -$0.0232 -$OOl470 $000943 
-$0 0089 ' -$0.0335 -$0 00820 $C 01071 
-$0.0190 -$O 0512 -$0 00750 $0.00883 

$0.00987 
$0.01013 
$0.01 510 
$0.02210 
$0.02752 
$0.03441 
$0.03881 
$0.05555 
$0.06596 
$0.06894 

SO.0510 -$0.06551 -$0.0412 $0.03979 $0.07883 
-$O.0439 
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Appeadix "FWO - Spot Market Natural Cas Prices 

Since the spring of2000 the price of n W  &las in the San Juan basin in New 
Mexico has i w m d  from $2.23 jmr WQ in J m ~ y  2cKH) to 
July 2QOO. Additionallyp WMEX firtures prices indicate: that still higher prices arc: very 
possible in the winter of 2000-2001. A number of possible causes have been put forward 
by nmrd gas experts,hcludmg: 

.09 per W t u  in 

I .  Lack ofnew well drilling, due to low natural gas prices in recent years 
2. Accelerate deplcdion ram at existing natural gas w e b  
3. Natural gas storage lwels have been lower than the previous yeas 
4. Additiod demand fbr naburai &as, particularly firom new n a W  gas fired electric 

generataas 
5. Mild wintefs in recent years 
6. Nigh oil prices have limited the opporhmity to switch to alternate fuels 

The foilowirig table and graph s b w  the chmgtw cost of natwal gas in the San Juan 
basin in New Mexico, one of the main naturaI gas supply basins for Arizona. 
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